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As the price of internal and external performance of a country's 
macro-economy, exchange rate and interest rate have an important 
influence to the economic operation. On one hand they are financial 
signals in the macro field, on the other hand they are the important 
benchmarks of microcosmic pricing. With the increasingly openness of 
the financial market and the deeper marketization of the foreign 
exchange rate and interest rate in China, the interaction between the 
RMB exchange rate and interest rate is becoming more and more 
integrated. Therefore, the study of the co-movement between the RMB 
exchange rate and interest rate has the important practical 
significance for building robust efficient market operation mechanism, 
improving the financial market reform and promoting the healthy 
development of our economy promote. However, the prior studies 
concentrated  on the analysis for the unidirectional influence from the 
interest rate to exchange rate, before the RMB exchange rate system 
reform in 2005. So the prior literature is lack of the analysis of dynamic 
relations between RMB exchange rate and the interest rate under the 
present market open condition. 
This dissertation systematically introduces the exchange rate and 
the interest rate co-movement mechanism firstly basing on the 
elementary theories of the general mechanism and popular 
transmission mechanism. The paper expounds the history and current 
situation of the China's exchange and interest rate reforms, then 
discusses the performance and policy coordination of the RMB 
exchange and interest rate in the system reform process. After the 
theory direction, this article makes empirical approach using 















relationship between interest rate and exchange rate by building the 
equilibrium considering the macro fundamentals variable, such as 
inflation, money supply and trade conditions. Johansen Cointegration 
test results indicate that there is medium and long-term cointegration 
relation between the RMB exchange rate, interest rates and 
macroeconomic variables. The VECM model, impulse response 
function and variance decomposition shows that exchange rate and 
interest rate are mainly effected by their own lag item, the influence of 
exogenous variables is smaller. On the other hand, the paper building 
the VAR- MGARCH-BEKK model and the dynamic DCC-GARCH for 
describing the perspective of the price and fluctuating spillover effect 
of RMB exchange and interest rate and the related coefficient 
time-varying characteristic. The analysis of the dynamic relationships 
shows that there is bi-directional price spillovers effect between RMB 
exchange rate and interest rate, but in terms of volatility，there is only 
one-way overflow from exchange rate. The dynamic relations between 
RMB exchange and interest rate is persistence. Although the relative 
coefficient has been low, but after the 2008 financial crisis, the linkage 
of the two markets has the present trend of progressively strengthen role, 
according to foreign impact. 
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